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ABSTRACT
According to conducted studies, financial structure of organization was so important in its
value and validity. For this purpose, managers should be aware about the variables affect the
financial structure or organization and achieve an optimized financial structure using a proper
attitude and scientific theories. The factors influencing on financial structure can be
macroeconomic variables and specific features of organization. Macroeconomic variables in
this study were Exchange rates, inflation rates, interest rates and GDP. The firm
characteristics in this study included working capital, size of firm and financial leverage. The
purpose of this study was to examine the effect of macroeconomic variables and firm
characteristics on quality of financial reporting. In this study, Francis et al Model (2005) has
been used to examine the quality of financial reporting. The statistical population was listed
firms in Tehran Stock Exchange. 91 firms were selected as statistical sample using
elimination method. Time period of study was 2005 to 2013. Multiple linear regression and
Spearman correlation test have been used to test the hypotheses. The results showed that, the
macroeconomic variables had no effect on quality of financial reporting and there was indirect
and moderate correlation between GDP and quality of financial reporting. But, specific
features of firm had effect on quality of financial reporting and out of variables of specific
characteristic of firm except working capital, there was a significant correlation between
financial leverage and size of firm with quality of financial reporting.
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1. INTRODUCTION
The main role of financial reporting is transferring the information effectively to the
individual inside the organization using a valid method and in time (Norvash and Hosseini,
2009). Financial statements are main core of financial reporting containing some information
about financial status and financial performance of enterprises and is presented in order to be
applied by a wide range of users such as investors, creditors and government. Since, the
information in financial statements is one of the most important principles to make rational
decisions; therefore, users should evaluate the quality before applying financial reporting in
the process of decision making (Bozorg Asl, 2001). Continuous increasing the quality of
financial reporting and providing professional information is the necessity of business and
professional world today. Various factors such as intra-organizational factors such as
profitability, working capital and firm size and extra-organizationalfactors such as
macroeconomic variables are title of our study can affect the quality of financial reporting.
The effect of macroeconomic variables on capital market has been approved. Since,
developing countries supply their needs through advanced countries; therefore, the changes of
exchange rate is one of the most important and effective factor to settle the debt. Increasing
exchange rate in one hand increases the foreign debt and on other hand increases the finished
cost of products and services imported by these enterprises. Increasing the debt results in lack
of liquidity and lack of liquidity has negative effect on Distribution of profits, return on equity
and price index. Also, increasing the finished cost of products results in decreasing profit
margin, price and stock return and finally reduces stock index and this affects the financial
reporting and its quality. Interest rate is selected by investors through investment portfolio
such as banking deposit and stock. According to the experiences obtained by investment
return result in Iran stock market and its risk, investorsbelieve that the return obtained by
investment in stock market is not sufficient despite the risky status. In other hand, Long-term
bank deposit interest rates without risk in Iran caused this macroeconomic variable as a
competitor to invest in stock market.
Market balance is not established based on nominal values and investors stated inflation as
one of most important macroeconomic variables influencing on investment decision making.
GDP is one of most effective factors in quality of financial reporting. Because, investor
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despite the awareness of consumption of private sector tries to invest in the companies that
have good growth of services of product consumption. This specifies that how much is
product and services consumption in public sector and how is in the future. So, this affects the
disclosure of enterprises. Generally, combination of GDP components and its growth rate is
important to make investment decisions (Sami, 1997)
Different Approaches to Evaluate the Quality of Financial Reporting
These approaches are divided in two classifications:
1. User’s Needs: in this classification, quality of financial reporting is specified based on
usefulness of financial information for users. The theoretical framework of Financial
Accounting Standards Board is an initial sample of this model. The board in a conceptual
statement stated that quality should be defined based on general objectives of financial
reporting such as providing useful information for users to making investment decisions,
validity and like this. The board then defines the qualitative characteristics to meet the needs.
According to board model, qualitative features include (Prediction value, the value of
verification and timeliness), and reliable (care-taking, honest and neutral expressing),
comparable consistency and visibility. The board verify that, this is a mental evaluation and
often a balance should be established between relevance and reliability.
2- Supporting shareholders / investors: in this classification, quality of financial information is
defined for shareholders based on “complete and fair disclosure”. The basic objective of
earning management announced and implemented by LevittChairman of the Stock Exchange
America is to support shareholder / investor. In this context, quality of financial reporting is to
use clear and complete financial information to prevent misdirection and ambiguity for users.
The approaches classified in classification of shareholder / investor classification have similar
criteria to specify the quality of accounting principles and financial reporting (Vakili Fard and
Ali Akbari, 2009)
History of Study
Medsen (2002) examined the relationship between stock return and macroeconomic variables
for Members of Economic Cooperation and Development Joint using Fama Model in 1962 to
1995. In Fama Model, the variables influencing the stock return include the growth rate of
national income, the first difference in interest rates, liquidity and inflation growth rates.
Medsen by estimating this model for countries of OECD concluded that inflation and interest
have negative effect on stock return and liquidity and national income growth have positive
effect on stock return.
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Hamp and Mac Melin (2006) in a study examined the effect of macroeconomic variables on
long-term displacement in stock market. The results showed a positive relationship between
industrial production, price index of consumer and short-term interest on stock return and also
a negative relationship between long-term interest and stock market.
Ariotis et al (2007) in a study titled “ how enterprise’s features affect the capital structure:
used panel data test in Greece market and concluded a negative relationship between capital
structure and interest rate and expected growth and quick ratio and there is a positive
relationship between firm size and capital structure.
Rajgopal and Vonkatachalma (2011) examined the relationship between quality of financial
reporting and volatility of stock return within 1962 to 2001. They concluded that the volatility
of stock return is increased by reducing the quality of profit.
Azizi (2009) in his Ph.D. thesis identified the macroeconomic variables influencing the price
index of stock. Azizi examined 40 variables in both monetary and actual classifications
related to price index of stock in Tehran Stock Exchange and concluded that none of the
variables have important descriptive power, but 5 monetary variables such as wholesale price
index, liquidity of private sector, free dollar exchange rate, the price index of construction
materials and the price of a square meter building in Tehran have more explanatory power
than other variables.
Hashem Kamali Rezaei (2008) examined the effect of macroeconomic variables on stock
return. The macroeconomic variables of study were inflation, growth of stock index,
employment growth and GDP and their effect was examined using simple regression in
Tehran Stock Exchange. The results show that inflation and employment growth have no
effect on stock return, but GDP (finite effect) and stock price growth affect the return.
Bidel et al (2009) followed by three previous studies examined the quality of financial
reporting with investment efficiency and concluded that high quality of financial reporting,
efficiency of investment in capital items results in reducing information asymmetry and
factors such as improper selection of ethical danger and reduce the investment. Their findings
indicate a positive or negative correlation between quality of financial reporting and low-limit
investment or higher- limit investment.
Sirani and Soltan Abadi (2013) examined the relationship between firm characteristic and
accounting standards in firms listed in Tehran Stock Exchange and concluded that Iran
Accounting Standards are observed in high level in the enterprises under study and variables
such as firm size, duration of presence the company in the Stock exchange and life of
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enterprises have no effect on observing the accounting standards. But, profitability has
significant and direct effect on observing the accounting standards.
Mehrani et al (2014) in their study titled “the relationship between enterprises strategies and
quality of financial reporting” founded a significant relationship between enterprises
strategies and quality of financial reporting. So that, increasing the variables of enterprises
strategies results in improving the index of profit quality and finally the quality of financial
reporting is increased.
Objectives of Study
The results of study follow below scientific objectives:
1. The effect of macroeconomic variables on quality of financial reporting
2. The effect of specific enterprises features on quality of financial reporting
Hypotheses of Study
Below hypotheses are designed in this study based on theoretical principles and literature:
First main hypothesis: macroeconomic variables affect the quality of financial reporting.
First sub-hypothesis: exchange rate affect the quality of financial reporting.
Second sub-hypothesis: interest rate affect the quality of financial reporting.
Third sub-hypothesis: inflation rate affects the quality of financial reporting.
Fourth sub-hypothesis: economic growth affects the quality of financial reporting.
Second main hypothesis: specific characteristics of enterprise affect the quality of financial
reporting.
First sub-hypothesis: working capital affect the quality of financial reporting.
Second sub-hypothesis: firm size affect the quality of financial reporting.
Third sub-hypothesis: financial leverage affect the quality of financial reporting.
Methodology of Study
The statistical data was gathered in time interval of 2005 to 2013. Due to important role of
firms listed in Stock Exchange in each country, the firms listed in Tehran Stock Exchange
were selected as statistical population. The reason to select these firms was due to supervision
of economic organs and organization such as Ministry of Finance and Central Bank. Also,
these data are reliable, because the financial statement of firms listed in Tehran Stock
Exchange should be approved by a reliable accountants confirmed by Stock Exchange. The
location of study was listed firms in Tehran Stock Exchange and the time interval were 2005
to 2013.  In this study, systematic elimination sampling method was used to select the sample
and the criteria to select the sample were as below:
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1. The fiscal year of firms should be ended in March due to scalability.
2. The firms should not stopped their activities and changed their fiscal course.
3. All data related to firms should be available.
4. The firms should be the member of banks or financial institutions (investment firms,
financial dealers, holding enterprises, leasing and insurance).
5. The firms have been listed in the Stock Exchange before 2005.
Using above criteria, 91 firms were selected as statistical sample.
Data Gathering Method
This method used library method. In this study, the data of literature, theoretical principles,
history and previous studieswas gathered through librarian resources. The topic of study was
gatherer by books and journals, internal and foreign thesis. The financial reports were
extracted using Tadbir Pardaz software and financial information compact CD.
Data Analysis Method
In this study, Excel software was used to classify the data. After classifying the data, software
such as EVIEWS, STATA and MINITAB were used to process the data and testing the
hypotheses.
Variables of Study and Measuring the Variables
Variables are one of main component of study. Variable is changed in term of value and can
accept different numerical values (Khaki, 2007).
In this study, below models have been used to test the hypotheses:
FRQit=α0+β1 +β2IRit+β3GDPit+β4INFit+ɛ
FRQit=α0+β1WCit+β2SIZEit+β3LEVit+ɛ
The variables used in this study include
Independent variables
1. Macroeconomic variables: exchange rate, interest rate, inflation rate and economic growth
of central bank
Exchange rate: in this study, the continuous changes of annual exchange rate is used at the
end of year and is calculated using below equation:
S. Ghareli et al. J Fundam Appl Sci. 2016, 8(2S), 1777-1797 1783
ERF : Volatility of exchange rate in year tER : Exchange rate at the end of year tER : Exchange rate at the end of year t-1
Interest rate: is used in order to evaluate the Provisional annual interest rate of securities.
Inflation rate: is used in order to evaluate the volatility of consumer price index
Economic growth: in this study, continuous changes of GDP at the end of each year is used
and is calculated using below equation:
GDPF : Volatility of GDP in year tGDP : GDP at the end of year tGDP : GDP at the end of year t-1
2- FirmCharacteristics Variables
Working capital: in this study, working capital is used as current items.
If, current items are used:
Net working capital – (current asset –current debt) / total asset
Firm size: this variable is calculated through natural logarithm of sale amount at the end of
each year using below equation: Size = Ln(S )Size : size of firm i at the end of year tS : Sale rate of firm i at the end of year t
Financial leverage: this variable is calculated through dividing total debt ratio to total asset
using below equation: LEV = TL /TALEV : Financial leverage of firm i at the end of year tTL : Debt ratio of firm i at the end of year tTA : Asset rate of firm i at the end of year t
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Dependent Variable
Quality of Financial Reporting
In this study, Francis et al Model (2005) has been used to evaluate the quality of financial
reporting. To measure the quality of financial reporting, the total accrual component of
earnings should be calculated. According to Dechow & dichev Model (2002), the accrual item
us equal to difference between earnings and cash flow of operation
TCAi,t = Ei,t - CFO i,t
TAi,t = total accrual items
Ei,t: operating profit
CFOi,t: cash flow caused by operating activities of firm i in year t
In this study, the accrual items based on Francis et al Model (2005) is used to evaluate the
quality of financial reporting and residual is calculated using below equation:
TCAi,t = a0 + a1CFOi,t-1+ a2 CFOi,t + a3 CFOi,t+1 + a4 ΔREVi,t + a5 PPEi,t +εi,t
The criteria to measure the quality of financial reporting based on the mentioned model is
absolute value of residual caused by regression. All variables should be divided on total asset
at the end of fiscal year for standardization.
In the above model:TCA : Total accrual item in year t for firm iCFO : The cash flow caused by operating activities in year t for firm i (Mamoudabad et al,
2012)
ΔREV (changes of firm sale) is to control the changes in discretionary accruals caused by
changing in situation
PPE (Gross of property, equipment and Machinery)
All variables in the model are divided by book value of assets.
Descriptive Statistic of Data
In order to recognize the nature of the society under study and also to recognize the variables,
it is necessary to explain these data before statistical data analysis. Also, statistical data
analysis is a step to recognize the pattern and a basic to explain the relationship between the
variables used in this study. Before examining the hypotheses testing, the variables are
examined. This table shows indices to explain the variables of study. Average, mean, standard
deviance, maximum and minimum are calculated in descriptive analysis of data.
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Normality of variables (especially dependent variable in regression model) is the first
provision to do all parametric tests. Jarque and Bera Test has been used to examine the
normality of variables. Results of Jarque and Bera Test is shown in Table 4-3.
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Probability level of all variables is less than 5% and this indicates that none of variables have
normal distribution. One of the normal methods of converting is Johnson method at Minitab
software, which is shown the results in the table below for the quality of financial reporting




In this case, significant level is more than 0.05; therefore, variable of quality of financial
reporting has normal distribution.
Correlation Coefficient
Correlation coefficient is one of the criterion used to determine the correlation between two
variables. Correlation coefficient shows the intensity of linearity correlation and kind of
correlation (direct or reverse) between two variables. In this study, qualitative variables are
used; therefore, Spearman Correlation Coefficient has been used. The correlation coefficient
between quality of financial reporting and exchange rate is 0.02 and this indicates that the
correlation between these two variables is 0.02. This correlation is positive; i.e., increasing
exchange rate results in increasing quality of financial reporting, but this correlation is too
weak. In the correlation coefficient Table, the significance level of correlation between
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variables are inserted. H0 indicates that there is no significant correlation between two
variables and H1 indicates that there is a correlation between two variables. In correlation
coefficient table, there is significant correlation between economic growth and exchange rate,
this significance level is less than 0.05.





























































































*: Significance at 95 and 99%
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Analysis of Hypotheses
Results of Analysis for First Main Hypothesis
First Main Hypothesis: Macroeconomic variables affect the quality of financial reporting.
First sub-hypothesis: exchange rate affect the quality of financial reporting.
Panel data was used based on significance level of Limer Test and random effect was used to
analyze the results of test based on significance level of Hausmann Test.







According to above table:
Coefficient of determination is equal to 0.2% and this indicates that the dependent variable is
dependent on independent variables in the model 0.2% and to other variables 99.8% that have
not been noted in the above model.
Durbin-Watson statistic is equal to 1.84, if this value is 1.5 to 2.5, there is lack of first
autocorrelation between residuals. The basic of decision making to reject or accept the first
hypothesis is significance level of exchange rate. Significance level is 0.000 that is less than
0.05. So, first hypothesis is accepted at confidence level of 5%. This effect is positive; i.e.,
quality of financial reporting is increased by increasing the exchange rate.
Second sub-hypothesis: interest rate affect the quality of financial reporting.
According to table 4-9, Panel data and random effect was used to analyze the results of test
based on significance level of Hausmann Test.
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According to above table:
Coefficient of determination is equal to 33% and this indicates that the dependent variable is
dependent on independent variables in the model 33% and to other variables 67% that have
not been noted in the above model.
Durbin-Watson statistic is equal to 2.10, if this value is 1.5 to 2.5, there is lack of first
autocorrelation between residuals. The basic of decision making to reject or accept the first
hypothesis is significance level of interest rate. Significance level is 0.000 that is less than
0.05. So, first hypothesis is accepted at confidence level of 5%. This effect is positive; i.e.,
quality of financial reporting is increased by increasing the interest rate. In other word,
interest rate has significant and positive effect on quality of financial reporting.
Fourth sub-hypothesis: Inflation rate affect the quality of financial reporting.
According to Limer Test, Panel data and random effect was used to analyze the results of test
based on significance level of Hausmann Test.
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According to above table:
Coefficient of determination is equal to 33% and this indicates that the dependent variable is
dependent on independent variables in the model 33% and to other variables 77% that have
not been noted in the above model.
Durbin-Watson statistic is equal to 2.09, if this value is 1.5 to 2.5, there is lack of first
autocorrelation between residuals. The basic of decision making to reject or accept the first
hypothesis is significance level of inflation rate. Significance level is 0.14 that is greater than
0.05. So, first hypothesis is rejected. In other word, inflation rate has no significant effect on
quality of financial reporting.
Fourth sub-hypothesis: economic growth affect the quality of financial reporting.
According to Limer Test, Panel data and random effect was used to analyze the results of test
based on significance level of Hausmann Test.







According to above table:
Coefficient of determination is equal to 33% and this indicates that the dependent variable is
dependent on independent variables in the model 33% and to other variables 77% that have
not been noted in the above model.
Durbin-Watson statistic is equal to 2.09, if this value is 1.5 to 2.5, there is lack of first
autocorrelation between residuals. The basic of decision making to reject or accept the first
hypothesis is significance level of economic growth. Significance level is 0.07 that is greater
than 0.05. So, first hypothesis is rejected. In other word, economic growth has no significant
effect on quality of financial reporting.
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Results of Analysis for second Main Hypothesis
First Main Hypothesis: specific characteristics of firm affect the quality of financial
reporting.
First sub-hypothesis: working capital affect the quality of financial reporting.
Panel data was used based on significance level of Limer Test and random effect was used to
analyze the results of test based on significance level of Hausmann Test.










According to above table:
Coefficient of determination is equal to 1.3% and this indicates that the dependent variable is
dependent on independent variables in the model 1.3% and to other variables 98.7% that have
not been noted in the above model.
Durbin-Watson statistic is equal to 1.85, if this value is 1.5 to 2.5, there is lack of first
autocorrelation between residuals. The basic of decision making to reject or accept the first
hypothesis is significance level of working capital. Significance level is 0.000 that is less than
0.05. So, first hypothesis is accepted at confidence level of 5%. This effect is negative; i.e.,
quality of financial reporting is decreased by increasing the exchange rate. So, this hypothesis
is confirmed. In other word, working capital has significant and negative effect on quality of
financial reporting.
Second sub-hypothesis: firm size affect the quality of financial reporting.
According to Limer Test, Panel data and random effect was used to analyze the results of test
based on significance level of Hausmann Test.
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According to above table:
Coefficient of determination is equal to 31% and this indicates that the dependent variable is
dependent on independent variables in the model 31% and to other variables 69% that have
not been noted in the above model.
Durbin-Watson statistic is equal to 2.03, if this value is 1.5 to 2.5, there is lack of first
autocorrelation between residuals. The basic of decision making to reject or accept the first
hypothesis is significance level of firm size. Significance level is 0.45 that is greater than
0.05. So, first hypothesis is rejected. In other word, firm size has no significant effect on
quality of financial reporting.
Third sub-hypothesis: financial leverage affect the quality of financial reporting.
According to Limer Test less than significance level of 0.05, Panel data and random effect
was used to analyze the results of test based on significance level of Hausmann Test greater
than 0.05.
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According to above table:
Coefficient of determination is equal to 1% and this indicates that the dependent variable is
dependent on independent variables in the model 1% and to other variables 99% that have not
been noted in the above model.
Durbin-Watson statistic is equal to 1.85, if this value is 1.5 to 2.5, there is lack of first
autocorrelation between residuals. The basic of decision making to reject or accept the first
hypothesis is significance level of financial leverage. Significance level is less than 0.05. So,
this effect is positive; i.e., quality of financial reporting is increased by increasing the interest
rate. So, this hypothesis is confirmed.
Results of Study
In the first main hypothesis, the effect of macroeconomic variables such as exchange rate,
interest rate, inflation rate and GDP on the quality of financial reporting has been examined.
According to results, exchange rate and interest rate have singificnat effect on quality of
financial reporting and inflation and GDP have no significant effect. The results of this study
is consistent to the study of Robert Gi (2008), Kalno et al (2009), Rajgopal and
vonkatachalma (2011), Modarres and Hesarzadeh (2008), Bidel et al (2009), Sirani and Soltan
abadi (2013), Mehrani et al (2014) and Rezaei and Garkaz (2014).
In second main hypothesis, the effect of firm characteristics such as working capital, firm size
and financial leverage on quality of financial reporting. The results of regression test shows
that the variable of working capital has significant and negative effect and financial leverage
has significant and positive effect on quality of financial reporting. Firm size has no effect on
quality of financial reporting. The results of this study is not consistent to the study of Robert
Gi (2008), Kalno et al (2009), Rajgopal and vonkatachalma (2011), Modarres and Hesarzadeh
(2008), Bidel et al (2009), Sirani and Soltan abadi (2013).
Quality of financial reporting is increasing by increasing interest rate and exchange rate.
Macroeconomic factors such as inflation, exchange rate and interest rate will result in political
and economic instability. In inflation situation, nominal profit of a firm is increased without
increasing actual profitability, exchange rate and interest rate is increased and this results in
decreasing stock price. To compensate this decrease, managers increase quality of financial
reporting to maintain their validity. Big companies usually have foreign controlling systems
and strong corporate governance that access to high quality services of auditing firms and
maintain their validity. The effect of firm size on the quality of financial reporting has not
been approved in this study; therefore, it is recommended to do a study to control the factors
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directly or indirectly affect the quality of financial reporting. Working capital has significant
and negative effect on quality of financial reporting. Higher working capital, increases the
manipulation in the accounts and quality of financial reporting is decreased. So, it is
recommended to beneficiaries to pay attention to working capital in the reporting. Financial
leverage ha significant and positive effect on quality of financial reporting. Managers
manipulate the accounting to decrease representative costs, when the debt-to net asset ratio is
low. So, it is recommended to beneficiaries to pay more attention to accounting reports, when
the quality of reports is low. In order to use the results, below recommendations are presented
to researchers and readers:
1. It is recommended to do study in longer periods to obtain desirable results.
2. In a firm, various factors such as the factors related to auditors and board of director can
affect the quality of financial reporting. So, it is recommended to examine the effect of
board of director characteristic (financial expert, age, working experience, education and
other variables), auditors (size of auditing firm, expert of auditors and other variables on
quality of financial reporting.
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